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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF HAWALII
In the Matter of )
)
PUBLIC UTILITIES COMMISSION ) DOCKET NO. 2008-0273
)
Instituting a Proceeding to Investigate }
the Implementation of Feed-in Tariffs )
)

JOINT REPLY BRIEF
AND PROPOSAL FOR FEED-IN TARIFF
OF ZERO EMISSIONS LEASING LLC
AND CLEAN ENERGY MAUI LLC

ZERO EMISSIONS LEASING LLC (“Zero Emissions”) and CLEAN ENERGY
MAUI LLC (“Clean Energy Maui™) respectfully submit this Joint Reply Brief and
Proposal for Feed-in Tariff (attached as Appendix 1) in the above-referenced docket.
JOINT REPLY BRIEF
L Given the four existing renewable producer options (Schedule Q, net
metering, competitive bid, and non-bid PPAs), what contribution would FiTs
make toward achieving Hawaii’s renewable energy goals?
Based on Zero Emissions’ “clean energy scenario planning” cost-benefit analysis,
re-produced at Appendix 2 to this Reply Brief, a true FIT, such as Intervenors’ FIT
Option shown at Appendix | of this Reply Brief, would achieve Hawaii’s 40% renewable

electricity goal in about 12 years. Without a true FIT, the four existing renewable

producer options (collectively, the “No FIT Option”) would achieve Hawaii’s 40%



renewable electricity goal in about 122 years. Zero Emissions’ analysis is summarized in

Table I:
No FIT Option HECOICA FIT Option | Intervenors' FIT Option
Projected annual additions of
renewable generation 12 MWlyr 16 MWiyr 122.5 MWiyr

capacity

Projected annual additions of
renewable electricity

35,171,273 kWh/yr

43,364,189 kWhiyr

359,089,439 kwhtyr

Number of years to
achievement of 40%
renewable electricity

(~ 4,286 million kWh/yr)

122 years

99 years

12 years

Projected net benefit (cost) to
ratepayers in $/kWh w/o
energy security benefit

($0.000)

($0.006)

{80.008)

Projected net benefit (cost) to
public in $/kWh w/ energy
security benefit

$0.004

(80.000)

$0.026

Projected net benefit {cost) to
public w/ energy security
benefit

$211,561,852

($16,934,979)

$1,260,630,283

TABLE I: Projected Rates of Annual Additions to Renewable Generation

and Projected Net Benefits and Costs of FIT Options

Commission Decisions

1. Should the Commission state a quantitative goal for renewables

purchases in Hawaii generally and for FiTs specifically?

No. The Commission should not state a quantitative goal for renewable purchases

in Hawaii generally because the legislature has stated such a goal in the Renewable

Portfolio Standards (RPS) statute. Any quantitative goal stated by the Commission for

FiTs specifically should be set to achieve no less than the quantitative goals of the RPS

statute.




2. Are there gaps or suboptimalities in present programs that make FiTs
necessary to achieve Hawaii’s goals?

Yes. A true FIT, like Intervenors’ FIT, is necessary to achieve Hawaii’s goals
because present policies do not address the key barrier to achievement of those goals: the
utility’s 100% monopsony power in the market for electricity generated for utility
distribution.

Present and proposed policies relating to renewable generation are summarized in

Table II:
Small-scale Generation Large-scale Generation
Ratepayer- | Net Energy Metering (< 100 kW)
funded
Schedule Q avoided cost rates (< 100 kW) | Renewable Portfolio Standard
quotas, penalties and RECs
De-linked negotiated power purchase
agreement rates (< 2.7 MW on Maui and Competitive Bidding rates
Hawaii)
HECO/CA Feed-in Tariff (proposed) Intervenors’ Feed-in Tariff
(< 100 kW; <500 kW for PV) (proposed)
PV Host Pilot Program (proposed)
(> 500 kW and < 1000 kW for PV)
Intervenors’ Feed-in Tariff (proposed)
Taxpayer- | Renewable energy technology income [None]
funded tax credit (< 175 kW for PV)

TABLE II: Hawaii Renewable Generation Policies
With the exception of renewable electricity that the utility is obliged to purchase
at avoided cost rates from systems < 100 kW under Schedule Q, the utility has no
obligation, under present policies, to purchase renewable electricity, generated for utility
distribution, at a rate that gives the renewable generator an attractive return on its

investment. Without a must-purchase obligation, the utility can and does use its




discretion — its 100% monopsony power in the market for electricity generated for utility
distribution -- to refuse to purchase renewable electricity generated for that market,

except on prices and terms that discourage the rapid development of renewable

generation for that market.

’ &e

Zero Emissions’ “clean energy scenario planning” projects that present policies ~
wholly accommodative (except for Schedule Q) of the utility’s 100% monopsony power
in the market for electricity generated for utility distribution — will lead to annual
additions of about 35 million kWh/year of renewable electricity, putting Hawaii on a 122-
year schedule to achieve 40% renewable electricity. Zero Emissions’ projects that the
HECO/CA FIT' Option — which would perpetuate the utility’s 100% monopsony power
by giving the utility the discretion to specify annual quantity limits on its renewable
electricity purchases under the HECO/CA FIT — would lead to annual additions of about
43 million kWh/year of renewable electricity, putting Hawaii on a 99-year schedule to
achieving 40% renewable electricity. A true FIT that contains a must-purchase
obligation eliminating the 100% utility’s monopsony power in the market for electricity
generated for utility distribution -- like Intervenors’ FIT that is projected to lead to
annual additions of about 360 million kWh/year of renewable electricity — is necessary to
achieve Hawaii’s energy goal of 40% renewable electricity in less than 20 years.

3. Net Metering: Should net metering be continued, without change, in

the presence of a FiT? If not, what renewables (technologies and

sizes) should Net Energy Metering apply to and what renewables
should FiT apply to?

! Joint Proposal on Feed-in Tariffs of the HECO Companies and Consumer Advocate (the “HECO/CA
Proposal”) and KEMA, Inc., HECO Feed-in Tariff Program Plan (the “HECO Plan”), filed December 23,
2008 (the HECQ/CA Proposal and the HECO Plan collectively referred to as the “HECO/CA FIT™).
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No. Net metering should be expanded, by elimination of system size and
aggregate capacity limits, in the presence of a true FIT, like Intervenors’ FIT, because a
true FIT encourages development of renewable generation for utility distribution,
whereas NEM encourages rencwable self-generation. NEM and FIT should apply to all
commercially proven renewable technologies (e.g., biomass and biogas, geothermal
energy, landfill gas or sewage treatment plant gas, hydropower, photovoltaic solar,
concentrating solar, onshore wind, offshore wind) without system size limits.

4, Schedule Q: Should Schedule Q be continued, without change, in the
presence of a FiT? If not, what renewables (technologies and sizes)
should Schedule Q apply to and what renewables should FiT apply
to?

Yes. Schedule Q should be continued without change in the presence of a true

FIT, like Intervenors® FIT. A true FIT, however, would make Schedule Q obsolete as an
incentive for development of renewable generation for utility distribution.

3. Negotiated power purchase agreements: Should present practices be
continued, without change, in the presence of a FiT? If not, what
renewables (technologies and sizes) should present practices apply to
and what renewables should FiT apply to?

Yes. Negotiated power purchase agreements (with rates de-linked from the price
of fossil fuel) should be continued without change in the presence of a true FIT, like
Intervenors® FIT. A true FIT, however, would make such agreements obsolete as an
incentive for development of renewable generation for utility distribution.

6. Competitive Bidding: Should present practices be continued, without

change, in the presence of a FiT? If not, what renewables

(technologies and sizes) should present practices apply to and what
renewsables should FiT apply to?



Yes. Competitive Bidding should be continued without change in the presence of
a true FIT, like Intervenors’ FIT. A true FIT, however, would make Competitive Bidding
obsolete as an incentive for development of renewable generation for utility distribution.
1L What are the physical limitations on the utility’s ability to purchase

renewables?

There are no physical limitations on the utility’s ability to purchase renewables.
As was established at the panel hearing, the only physical limitation on the utility’s
ability to interconnect renewables is the time availability of qualified engineers to
perform the interconnection requirements studies (IRSs),

The only economic limitations on the amount of renewables that the utility should
be obliged to purchase under a FIT are the principles that; (1) it does not make sense to
oblige the utility and ratepayers to purchase renewable generation from intermittent
sources (solar and wind) if such renewable generation displaces no fixed generation from
imported fuels because of the need to maintain such fixed generation to maintain present-
day levels of grid reliability, and (2) it does not make sense to oblige the utility and
ratepayers to purchase renewable generation beyond the point that renewable generation
meets 100% of the load for each island. These economic limitations -- which the HECO
Companies and the Consumer Advocate persistently and misleadingly conflate with
“technical” or “reliability” limitations on the utility’s ability to “integrate” (that is, to
interconnect) renewables” — justify the 25% island-wide grid penetration limits for wind

generation’ and the 20% island-wide grid penetration limits for solar generation,’ and the

2 See Opening Brief of the HECO Companies and the Consumer Advocate, filed June 12, 2009 in this
docket (the “HECO/CA Opening Brief”) at pp. 18-30 and pp. 78-92.

¥ See B. Parsons, M. Milligan, I.C. Smith, E. DeMeo, B. Oakleaf, K. Wolf, M. Schuerger, R. Zavadil, M.
Ahlstrom and D. Yen Nakafuji, “Grid Impacts of Wind Power Variability: Recent Assessments from a
Variety of Utilities in the United States,” National Renewable Energy Laboratory Conference Paper
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island-wide aggregate load limits for aggregate renewable generation, in Intervenors’
FIT.

At page 30 of the Opening Brief of the HECO Companies and the Consumer
Advocate (the “HECO/CA Opening Brief™), the utility and the Consumer Advocate
contend that “it is necessary as part of an initial FIT design to incorporate reasonable
limits on project size and system penetration” because “to integrate larger sized projects
on the HECO and other island systems .. requires appropriate analysis and resource and
system modifications to address technical issues and ensure that reliability is not
adversely impacted.” This repeats the falsehood found in the HECO/CA FIT itself, that
“the design of the FIT ... must take into account ... the technical challenges with
integrating large amounts of distributed FIT renewable resources on island power
systems” and “unique technical challenges of incorporating large amounts of distributed
renewable on island power systems ... establishes the need for Feed-In Tariff system
caps and annual limits.™

While interconnection of any renewable generation of any size may pose
“technical issues,” such interconnection has nothing to do with the FIT, which is a rate
specification, not a technical specification. The FIT rate paid for renewable electricity

has nothing to do with the “technical issues™ of interconnecting the renewable generation

that produces the electricity, because meeting the utility’s technical requirements before

NREL/CP-500-39955 (July 2006) http://www.uwig.org/Ewec06gridpaper.pdf ; J.C. Smith, B. Parsons, T.
Acker, M. Milligan, R. Zavadi, M. Schuerger and E. DeMeo, “Best Practices in Grid Integration of
Variable Wind Power: Summary of Recent US Case Study Results and Mitigation Measures,” presented at
Europe Wind Energy Conference '07, Milan Italy (May 2007)

hitp://'www, wapa.gov/UGP/PowerMarketing/WindHydro/EWEC07paper.pdf.

4 See P, Denholm and R Margolis, “Very Large-Scale Deployment of Grid-Connected Solar Photovoltaics
in the United States: Challenges and Opportunities,” National Renewal Energy Laboratory Conference
Paper NREL/CP-620-39683 (April 2006) http://www.nrel.gov/pv/pdfs/39683 .pdf; Paul Denholm and
Robert M. Margolis, “Evaluating the limits of solar photovoltaics (PV) in traditional electric power
systems,” 35 Energy Policy 4424-4433 (Elsevier, September 2007).



http://www.uwig.Qrg/Ewec06gridpaper.pdf
http://www.wapa.gov/UGP/PowerMarkeiing/WindHvdro/EWEC07paper.pdf
http://www.nrel.fiov/pv/pdfs/39683.pdf

interconnection has nothing to do with the FIT rate paid for renewable electricity after
interconnection. No renewable generation of any size gets interconnected unless the
renewable generation first meets the utility’s own technical requirements (e.g., Rule 14H)
that exist separate and apart from the FIT rates.

The truth is that size and penetration limits on renewable generation eligible for
FIT rates are completely unnecessary for addressing the “technical issues” of
interconnection that are addressed specifically and appropriately by the utility’s own
technical requirements for interconnection. Size and penetration limits, like those in the
HECO/CA FIT, on eligibility for FIT rates slows the speed, shrinks the size, increases the
cost to ratepayers and deprives the public of the benefits of renewable generation
development, but adds nothing to the utility’s right to insist that renewable generation
meet the utility’s own technical requirements for interconnection before interconnection
occurs.

Nowhere does the HECO/CA Opening Brief prove that “technical issues” and a
need to “ensure that reliability is not adversely impacted” make “necessary ... limits on

project size and system penetration.”® The HECO/CA Opening Brief provides no

* HECO Plan at 32-33 and 36.

8 See HECO/CA Opening Brief at 30. The HECO/CA Opening Brief, at 18-30, devotes 12 pages
describing the technical issues of interconnection, but containg not one sentence shawing what these
technical issues have to do with FIT rafes. Evidence showing that technical issues establish the need for
size limits on the amount of renewable generation eligible for FIT rates would include: evidence in any
jurisdiction that has adopted FIT rates without size and penetration limits that lack of such limits has
created technical issues for interconnection of renewable generation economically motivated by FIT rates,
or that technical issues of interconnection have necessitated size or penetration limits on the development
of renewable generation economically motivated by FIT rates; evidence that FIT rates themselves create
iechnical interconnection or reliability issues that would not exist without the FIT rates; evidence in any
jurisdiction that has adopted FIT rates that lack of size or penetration limits on availability of FIT rates has
created “technical issues™ that were not addressed by those jurisdictions’ own technical requirements for
interconnection. The HECO/CA Opening Brief presents no such evidence because it is not true that
technical issues of interconnection require size or penetration limits on renewable generation eligible for
FIT rates. Nowhere does the HECO/CA Opening Brief establish with evidence that “technical issues” of
interconnection require size or penetration limits on the amount of renewable generation eligibte for FIT
rates.



evidence to support these statements, and cannot prove these statements, because these
statements are not true.

The truth is that design of a FIT does not need to take into account the technical
issues of interconnecting large amounts of renewable generation, but does need to take
into account the economic challenges of interconnecting large amounts of intermittent
renewable generation. It does not make economic sense to interconnect large amounts of
wind and solar generation to the grid if the electricity produced by such intermittent
generation is redundant to the firm electricity that the utility needs to maintain reliability.

The HECO/CA Opening Brief avoids this truth — of economic limits on the
amount of intermittent wind and solar renewable generation that may be interconnected
with the grid — by conflating it with the falsehood that “technical issues™ and the need to
“ensure that reliability is not adversely impacted” necessitate size and penetration limits
on the amount of renewable generation that may be interconnected with the grid. The
HECG/CA Opening Brief conflates truth with falsehood to falsely imply that grid
penetration limits on intermittent renewable generation are justified by “technical” and
“reliability” issues, rather than economic concemns.

The HECO/CA FIT further avoids this truth — that any limits on grid penetration
of intermittent renewable generation are economic, not technical — by putting off the
determination of these grid penetration limits to an indefinite time in the future under a
utility-controlled Clean Energy Scenario Planning (CESP) process’ that, like the now-
terminated Integrated Resource Planning (IRP) process, is likely to facilitate opaque

decision-making by the utility.

7 See HECO Plan at 29-30:



The HECO Companies further avoided acknowledgment of this truth in their
responses to the Commission’s Information Request PUC-IR-1, in which the HECO
Companies essentially refused to apply their knowledge and expertise to estimate such
economic limits on grid penetration. The HECO Companies would have the Commission
believe that economic limits on wind and solar grid penetration cannot be estimated, even
though published literature of others’ estimates is easily found.® The HECO Companies’
response to the Commission’s PUC-IR-1 suggests that the HECO Companies did not
even bother to search for responsive information.

Commission Decisions

1. Concerning standards and procedures to ensure that FiT sales

promote reliability: Should they be part of the tariffs, or should they
exist outside the tariff (e.g., in interconnection rules or in project-by-
project negotiations)?

Standards and procedures to promote reliability, such as General Order 7 and
Rule 14H, already exist outside of and separate from tariffs, such as those prescribed by
Decision & Order No. 24086 in Docket No. 7310 (Schedule Q), that specify prices that
the utility pays to purchase electricity. Such standards and procedures are adequate to

promote reliability regardless of the price paid by the utility, whether or not that price is

an FIT rate, to purchase electricity from any source.

III.  What are the appropriate criteria for eligibility to sell under FiT tariffs?
The appropriate criteria for eligibility to sell under FIT tariffs are: (1) the project
uses an eligible technology, e.g., commercially proven renewable technologies, including

energy storage technologies; (2) interconnection of the project meets the utility’s existing

... The high level cumulative target settings by island will be incorporated and regularly updated
in the CESP process. The annual FIT quantity targets will take this into account when the data
becomes available, ...



technical standards and procedures for interconnection, e.g., Rule 14H; and (3)
interconnection of the project does not cause aggregate generation capacity including the
project to surpass the island-wide grid penetration limits for intermittent renewable
generation, or the island-wide generation capacity limit based on island-wide aggregate

load.

Commission Decisions

1. Which technologies should be eligible for the FiT?

The following technologies should be eligible for the FiT because they are

commercially proven:

Biomass and biogas
Geothermal energy
Landfill gas or sewage treatment plant gas
Hydropower
Photovoltaic
Concentrating solar
Onshore wind
Offshore wind
To the extent that energy generated by any of these technologies is stored and
then delivered to the utility from an energy storage system (e.g., a battery), such energy
storage systems should be treated as technologies eligible for the FIT, as provided in Zero
Emissions’ and Clean Energy Maui’s Proposal for Feed-in Tariff attached at Appendix 1.
In addition, Zero Emissions and Clean Energy Maui support establishment of a
“generic” FIT under which the utility would be obliged to take delivery of, purchase and
pay for renewable energy, generated with technologies other than the technologies

described above, at an FIT rate set low enough to ensure that purchases of such

renewable energy would not result in any additional costs to ratepayers.

¥ See notes 3 and 4 and accompanying text relating to economic grid penetration limits for wind and solar.
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2. What is the maximum and minimum capacity of projects that should
be eligible for the FiT?

There is no maximum capacity of projects that should be eligible for the FiT,
other than island-wide aggregate capacity limits based on island-wide aggregate grid
penetration by intermittent renewable generation and island-wide aggregate load. The
Commission might set 2 minimum project size of 1 kW or some other project size below
which the administrative costs of establishing and maintaining the FIT Agreement
outweigh its benefits,

3. Should projects owned by utilities or their affiliates be eligible for the
FiT and, if so, under what conditions?

A utility affiliate-owned project should be eligible for the FiT, provided that (1)
the utility, as a transmission & distribution entity, is obliged to take, purchase and pay for
renewable energy delivered by the utility affiliate on the same terms as renewable energy
delivered by an independent renewable energy generator, and (2) the Commission
establishes a queuing procedure for interconnection priority that is uniformly applicable
to projects owned by the utility affiliate and projects owned by independent renewable
energy generators, and that does not allow the utility to discriminate against projects

owned by independent renewable generators.

IV.  What decisions are necessary to ensure that FiT rates are just and
reasonable, as required by Hawaii law?

To ensure that FIT rates are just and reasonable, as required by Hawaii law, the
Commission needs to make decisions supported by a cost-benefit analysis, like Zero
Emissions’ “clean energy scenario planning” cost-benefit analysis at Appendix 2,
showing that the cost of such FIT rates to ratepayers are just and reasonable in relation to

the benefits to the public (such as avoided fuel cost benefits, distributed generation

13



benefits and energy security benefits) of the additions to renewable generation
engendered by such FIT rates.

Commission Decisions

1. Should the FiT facilitate the cost recovery of only the most cost-
effective projects, a typical project, or most projects?

The FIT should facilitate cost recovery based on typical project costs, plus a

return sufficient to induce rapid development of renewable generation.
2. What is a reasonable return on equity for a FiT project?

A return on equity for a FiT project is reasonable if it induces rapid development
of renewable generation at minimal cost to the ratepaying public and maximal benefit to
the public at large. Zero Emissions believes that the rates in Intervenors’ FiT would
provide a return on equity sufficient to induce annual additions about 122.5 MW/year and
about 360 million kWh_/year of renewable generation at an additional cost to ratepayers of

about $.008/kWh, as shown in Zero Emissions’ cost-benefit analysis at Appendix 2.

3. What cost and performance information is needed to calculate FiT
rates?

Cost and performance information is not needed to calculate FIT rates. Cost and
performance information is useful, however, to judge whether a given FIT rate is likely to
encourage rapid development of renewable generation at minimum cost to ratepayers and

maximum benefit to the public.

4. What are appropriate methodologies for calculating FiT rates?
An appropriate methodology for calculating FIT rates would: (1) look at PPA
rates paid for renewable electricity in Hawaii, and FIT rates paid for renewable electricity

in other jurisdictions, to see what additions to renewable generation were called forth by

14



such rates, (2) adjust the FIT rates paid for renewable electricity in other jurisdictions
reflect known cost and performance differences for Hawaii; (3) establish initial FIT rates
for Hawaii; and (4) review and adjust the FIT rates in Hawaii at intervals of 2 to 3 years
based on an analysis of how much renewable generation has been called forth by the
existing FIT rates.

5. What interconnection costs should the FiT developer bear?

Interconnection costs generally should be borne by the utility for small and
medium-size projects, and should be borne by the renewable project developer for large
projects, as shown in the “Interconnection Costs” table in Zero Emissions’ Proposat for

Feed-in Tariff at Appendix 1.
6. How should FiT participants be compensated for curtailment?

Under Intervenors’ FIT, projects should be compensated at FiT rates for all
renewable energy that would have been generated and delivered to the utility but for

curtailment.
7. How should the FiT rates consider tax policies for renewables?

The FiT rates should not be discounted to reflect Hawaii state tax credits. A
project should not be eligible to receive the FiT rate if the project owner receives the
Hawaii renewable energy technology income tax credit.

8. Should the FiT rate to which a project is otherwise entitled, be

adjusted downward to reflect any rebates or other financial benefits
received by the project?

No. The project owner should receive the value of RECs or other green attributes
from FiT projects because the project owner who took the risk in developing the

renewable energy project is entitled to the rewards of the project, including the value of

15



any environmental credits associated with the project in any market set up for the
exchange of such credits. FiT rates might be reduced to reflect the value of RECs to a
FiT project owner, but the value of RECs in Hawaii is de minimus because such RECs
are not currently exchanged in Hawaii and because the Commission’s order in the
Renewable Portfolio Standard docket established a $20/MWh penalty that establishes an

upper bound on the value of RECs to Hawaii’s utilities.

9. Should the FiT automatically reflect changes in tax law and
renewables programs or should such changes take place in periodic
updates?

FiT rates for new projects should not be automatically adjusted for changes in
federal or state tax credits or renewable programs (such as RECs) because the actual
financial effects of such changes might depend on subjective interpretations of the law.
Creating a set of automatic adjustments for such changes would likely be a complex task
because the actual financial effects of such changes would be difficult to predict at any

time before the changes come into effect. Such changes should be reflected in periodic

updates of the FIT.

10.  How should the FiT account for project reliability benefits or lack
thereof?

The FiT rates should not account for reliability benefits or lack of such benefits
from certain projects and/or technologies because reliability benefits are a return to the
utility and ratepayers, not to the project developer. If, however, the Commission wants to
encourage especially rapid development of firm or dispatchable renewable generation
projects that provides reliability benefits, the Commission might set FiT rates which
incorporate a premium for technologies and project sizes that provide such reliability

benefits. The Commission should set an initial FiT rate for energy storage technologies,
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as shown in Zero Emissions’ Proposal for Feed-in Tariff at Appendix 1, to induce the

development of energy storage projects that provide such reliability benefits.

11, Once a project receives a FiT rate, under what circumstances should
its FiT rate change?

Once a project receives a FiT rate, the FIT rate should not be permitted to change,
with the possible exception of force majeure circumstances that include currency
hyperinflation.

12.  Should the FiT contain baseline rates for new technologies?

Yes.

13.  How should FiT rates account for inflation?

FiT rates should not account for inflation. FiT rates should be levelized over the
20 year FiT term. It is up to the project investor to decide whether the levelized FiT rate
provides an adequate return based on the investor’s inflation expectations.

14.  How could FiT rates comply with the “avoided cost” provision on

HRS § 269-27.2?
Act 50, Session Laws of Hawaii 2009 (H.B. 1270), removed the “avoided cost”

ceiling on utility purchases of renewable energy at FIT rates,

V. What non-rate terms are necessary to make FiTs just and reasonable?

Zero Emissions believes that island-wide grid penetration limits for intermittent
renewable generation, and island-wide aggregate capacity limits for total renewable
generation based on island-wide aggregate load, are necessary to make FITs just and
reasonable because (1) it is not reasonable to oblige the utility and ratepayers to purchase
renewable generation from intermittent sources (solar and wind) if such renewable

generation displaces no fixed generation from imported fuels because of the need to
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maintain such fixed generation to maintain present-day levels of grid reliability, and (2)
it is not reasonable to oblige the utility and ratepayers to purchase renewable generation

beyond the point that renewable generation meets 100% of the load for each island.

Commission Decisions

1. What should be the term of the FiT?

The term of the utility’s obligation to buy renewable energy under the FiT should

be 20 years commencing with initial delivery of renewable energy to the utility.

2. Is there a need for a service contract along with the feed-in tariff, or
should the tariff itself contain all the necessary legal rights and
obligations?

The FiT should be a tariff specifying, among other things, the utility’s obligation
to enter into a contract providing, among other things, for the utility’s purchase of
renewable energy at FiT rates and having the form attached as an exhibit to the FiT tariff.
These written contracts generally should take the form of the Schedule FiT Agreement
attached as Appendix I to the HECO Companies’ Straw Feed-in Tariff and modified to
conform to Intervenors’ FiT. These contracts generally should cover the seller
obligations contained in the HECO Companies’ Schedule FiT Agreement as modified to

conform to Intervenors’ FiT.

RN What should be the rights and obligations associated with project
output on expiration of the FiT term?

On expiration of the FIT term, the project owner should have the right to sell the
project output according to whatever terms of sale might be negotiated between the utility
and the project owner at the time of such expiration, regardless of whether FiT rates

include or exclude an imputed residual value, because the projects are the property of the



owner and developed at the risk of the owner, who is entitled to whatever value
(including compensation for energy sales) that might be obtained from ownership of the
projects after expiration of the FiT term. Any compensation for any such energy sales
under a negotiated power purchase agreement made 20 years in the future should be
addressed by the Commission when the Commission reviews such an agreement 20 years

in the future.

4, What FiT attributes should be subject to periodic reexamination?

The FIT rates and the grid penetration limits for intermittent renewable generation
under Intervenors’ FIT should be subject to periodic re-examination.

5. When should periodic reexaminations occur?

Periodic re-examination of the FIT rates and the grid penetration limits for
intermittent renewable generation under Intervenors’ FIT should occur at intervals of 2 to
3 years.

6. What data should FiT projects have to submit?

The Commission should require that the developer of a project eligible for FIT
provide information about the capital and operating costs of the project, and the kilowatt-
hours of renewable energy generated by the project or that would have been generated by

the project but for curtailment.

7. Who should receive renewable energy credits and green attributes?
The project owner should receive the value of RECs or other green attributes from
FiT projects because the project owner who took the risk in developing the renewable

energy project is entitled to the rewards of the project, including the value of any



environmental credits associated with the project in any market set up for the exchange of

such credits.

8. Should the tariff state the possibility that the commission can suspend
the FiT based on reliability concerns?

No. Reservation of a right to suspend the FiT due to reliability concerns would
eliminate the interconnection certainty (for projects meeting the utility’s interconnection
requirements) and the price and revenue certainty that make the FiT an effective policy
for encouraging rapid development of renewable generation at minimal cost to ratepayers
and maximum benefit to the general public. Reliability concerns arising from
interconnection of renewable generation have nothing to do with the rate — whether an
FIT rate or some other rate -- paid by the utility for such generation. Reliability concerns
should be addressed through review of existing technical standards and procedures for
interconnection of renewable generation, not through review of rates paid for renewable

generation.

VI.  Utility cost recovery: What principles should apply?

The utility should be assured of cost recovery for its FiT renewable energy
purchases (including payments for renewable energy that would have been generated and
delivered to the utility but for curtailment), but cost recovery by the utility should not be
a condition precedent for FiT payments to renewable generators or for enforceability of

FiT contracts by renewable generators.

Commission Decisions

1. Are either additions to rate base or assured recovery for the utility
appropriate?
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Additions to rate base of the utility’s expenditures for purchases of renewable
electricity under the FIT are not appropriate because such additions serve no purpose
other than to augment the utility’s profits at the expense of ratepayers. The utility should
be assured of cost recovery for its FiT renewable energy purchases (including payments

for renewable energy that would have been generated and delivered to the utility but for

curtailment).

2, How should FiT costs be allocated to the customers of the three
HECO companies?

FiT costs should be allocated among the HECO subsidiaries and their customers

based on the FiT energy purchases made by such subsidiaries.

VII. What are the appropriate processes for accepting and interconnecting FiT
projects?

An interconnection quening process modeled afier the first-ready, first-served
queuing process of the Midwest ISO is an appropriate process for accepting
interconnection requests for projects eligible for FIT rates. Existing technical processes,

viz. Rule 14H, are appropriate for interconnecting projects eligible for FIT rates.

Commission Decisions

1. What queuing and interconnection procedures should FiT Projects
use? :

Projects eligible for FIT rates should use a queuing process for interconnection
requests that is modeled after the first-ready, first-served queuing process of the Midwest

ISO. Such projects should use existing interconnection procedures, viz., Rule 14H.

2, What, if any, modifications should be made to Rule 14 provisions for
penetration of generating sources and remote control?
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Zero Emissions believes that modifications to Rule 14 provisions for increased
penetration and remote control of intermittent renewable generation, such as solar and
wind generation, is beyond the scope of this docket and should be addressed in a separate
proceeding relating to technical requirements for interconnection of distributed and/or
renewable generation.

VHI. I the Commission does approve FiTs, what actions can it take to keep total
costs reasonable?

If the Commission approves a true FIT like Intervenors’ FIT, it can keep total
costs reasonable by adopting the island-wide grid penetration limits for intermittent
renewable generation, and island-wide aggregate capacity limits for total renewable
generation based on island-wide aggregate load, in Intervenors’ FIT. Such limits avoid
the imposition of unnecessary and, therefore, unreasonable costs on ratepayers because
(1) it is not reasonable to oblige the utility and ratepayers to purchase renewable
generation from intermittent sources (solar and wind) if such renewable generation
displaces no fixed generation from imported fuels because of the need to maintain such
fixed generation to maintain present-day levels of grid reliability, and (2) it is not
reasonable to oblige the utility and ratepayers to purchase renewable generation beyond
the point that renewable generation meets 100% of the load for each island.

Commission Decisions

1. Should the commission limit the FiT scope (i.e., eligible technologies,

project size) initially? If so, at what rate should the commission then
expand the scope?

No. Limitations on the scope of the initial FIT -- like the eligible technology,

project size and aggregate capacity limits contained in the HECO/CA FIT - contain

ratepayer costs at the rate of $.002/kWh (the difference between the $.008/kWh cost to
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ratepayers of the Intervenors’ FIT and the $.006/kWh cost to ratepayers of the HECO/CA
FIT) by depriving the public of the energy security benefit that has a value to the public
of $.40/kWh, as shown in Zero Emissions’ cost-benefit analysis at Appendix 2. Such
limitations have a cost-benefit ratio of 200-to-1 ($.40/kWh cost of foregone energy
security benefits vs. $.002/kWh benefit of ratepayer cost savings). They make no
economic sense.

2, Should the commission establish purchase caps as a means of keeping
total costs reasonable? If so, what purchase caps should the FiT
contain?

No. Purchase caps — like those contained in the HECO/CA FIT — when combined
with the other limitations in the HECO/CA FIT, contain ratepayer costs at the rate of
$.002/kWh (the difference between the $.008/kWh cast to ratepayers of the Intervenors’
FIT and the $.006/kWh cost to ratepayers of the HECO/CA FIT) by depriving the public
of the energy security benefit that has a value to the public of $.40/kWh, as shown in
Zero Emissions’ cost-benefit analysis at Appendix 2. The purchase caps contained in the
HECO/CA FIT produce costs to the public (in the form of foregone energy security
benefits at $.40/kWh) that are 200 times greater than the savings that they produce for
ratepayers (at the rate of $.002/kWh).

The only purchase caps that the commission should establish are the island-wide
grid penetration limits for intermittent renewable generation, and the island-wide
aggregate capacity limits based on island-wide aggregate load, contained in Intervenors’
FIT. These kinds of purchase caps keep the total cost to ratepayers reasonable because
(1) it is not reasonable to oblige the utility and ratepayers to purchase renewable

generation from intermittent sources (solar and wind) if such renewable generation
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displaces no fixed generation from imported fuels because of the need to maintain such
fixed generation to maintain present-day levels of grid reliability, and (2) it is not
reasonable to oblige the utility and ratepayers to purchase renewable generation beyond
the point that renewable generation meets 100% of the load for each island.

3. Should the FiT rates decline over time?

FIT rates should decline over time to reflect: (1) technological improvements that
lower the levelized cost of electricity over time, and (2) declines in the cost of capital
over time as investors perceive sustained diminishment of market risks and policy risks

of renewable generation development in Hawaii over time.

4. Should the tariff state the possibility that the commission can suspend
the FiT based on cost concerns?

No.  Stating the possibility that the commission can suspend the FiT based on
cost concerns would destroy the price and revenue predictability that reduces the cost of
capital for development of renewable generation, and that makes the feed-in tariff a cost-

efficient means of achieving rapid development of renewable generation.

LR A 4

DATED: Honolulu, Hawaii, June 26, 2009

Erik Kvam
Chief Executive Officer

Zero Emissions Leasing LLC

Chnis Mentzel é %

Chief Executive Officer
Clean Energy Maui LLC
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APPENDIX 1

PROPOSAL FOR FEED-IN TARIFF



Definitions:

SHEET NO. XX
Effective , 2009

SCHEDULE FIT

Feed-in Tariff — Purchases from Renewable Energy Facilities

For the purposes of this Schedule:
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“Biogas™ means a gaseous fuel produced by anaerobic decomposition of
organic matter.

“Biomass” means aquatic or terrestrial plant material, vegetation, or
agricultural waste, originating in the State of Hawaii, used as a fuel or
energy source,

“Company” means Hawaiian Electric Company, Inc.

“Concentrating Solar Power Facility” means a Renewable Energy
Generating Facility that generates electricity by concentrating Solar
Radiation to heat a working fluid that drives a generator.

“Electrical Capacity” means the installed maximum potential alternating-
current electricity generating capacity, in kilowatts, of a Renewable
Energy Generating Facility.

“Energy Storage Facility” means any identifiable facility, plant,
installation, project, equipment, apparatus, or the like, located in the State
of Hawaii, placed in service after the effective date of this Schedule, and
that stores Renewable Energy generated from a Renewable Energy Source,
including battery systems, pumped storage, and distributed and virtual
storage.

“Energy Source” means a Renewable Energy Source or Stored Energy.

“Hybrid Facility” means a Renewable Energy Generating Facility that
generates electricity from two or more Renewable Energy Sources, or a
Renewable Energy Facility comprised of a Renewable Energy Generating
Facility and an Energy Storage Facility.

“Hydropower” means the energy of moving water, including wave energy,
ocean thermal